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> LOCAL SCHOOL DISTRICT REVENUES AND EXPENDITURES: 

' , THE RESULTS OF THE SCHOOL AID FORMULA * 

II Tfie Equal Yield Concept ' -x . 

Mi<:higan'8 '"equal, yield'* school aid formula 'for Che funding of public . 

\ ^ ■ ■ ♦ 

schools is based on an uncomplicated notion; school dist^iqfs should receive 

equal dollars, per pupil for equal millage effort. Although there have been a 

nunfcer'of desdriptions of this concept, they all boil dovmto two key elements: 

' * 1, The local community should have the r^ght to establish their own edu-. 

catlonal goals and to -decide how much they are willing to spend to reach their 

goals; and * / 

• 

2. The ability of a scho^ district to gefter^e school revenue should 
not depend upon the property^ealth of that district.^ 

' Article 9» Section 6, of the Michigan Constitution establishes the right 
of the local school electorate to decide how much they are willing to pay to 
tfaach th«4r ediacational goals.; This was not changed under the "equal yield" 
plan, nor cpuld it be chang^id without a vote of the people. 

The "^qual yield" plan is designed to equalize the ability of districts 
to raise revenue by removing the previous tie' between propeirty wealth and 
expe.nditures* .This is accompliaheid by providing'^gjf^ter^ state funds to lower 
SEVs (State Equalized Valua^on or property tax base) districts so that the 
combination of state and itcal revenues equals a specified amount, called 
the guarantee leve^p* . , * 

According to the generaJ^jgejab^rship formula passed by the legislature 

\ ^ /■ ^ ■ ' • 

for the 1979-80 school year, a district's guarantee^ level, would depend upon 
its millage rate. This depetldence * is due to the 'inclusion in the aid formula 
of a base payment of $325 per pupil. Specifically, the 1979'-80 formula 



provides ^the following per pupil aid for eligible districts : ^ 
'Aid. per pupil - $32^ + OP(&3,000 X'millage up to .030) - . 



(disCrict SEV per pUpil X millage up to .O39) 
+ ($43,000 X 1/2 millage over .030) - 
^district SEV per pupil ^ 1/2 millage ovejr .05 
'Thus, the base pa^i^t of $325 has the effect of making each a^^R/tional mill, 
of operating tax levied by a school district worth progressively less in state 



membership aid, as indicated by Table I, below- 

■ / ' ' ' . 

TABLE I ■• ■ 

FV 79-80 Membership Aid Guarantee Levels . • 

tttLllage " Guarantee Level ($/pupll/mlll) 

• 18 mills • _ $ 61.06 

22 mills ' - $57.77 

26 mills . $ 55.50 . . 

30 mills ^ . $ 53.83 . 

.34/mills * $ 51.79 ■ 

38 mills . . $ 50,18 ' . ' 

42 mills ' ' $ 48.88 



According to the formula, therefore, a school district of $30,\oO S|^V per 
pupils levying 34 mills for school operation in 1979-80, wo^^ receiv'e general 
meoibership aid in the fbllowing amount; , - ' 

'■ . $325 plus ($43 - $30) or .$13 per pupil per mill for/tfle "first 30 mills 
pills' $13 per pupil per mill for half of the mills overr 30. * Thu^, total general 
SRobership aid per pupil would be $325 + $416, or $741, for this hypothetical . 



school district. In addition to the general membership aid, the district 
would raisie $30 peY pupil for each mill levied, or $1,020 per pupil. Total 
revenue per pupil,, therefore, would equal $741 plus $1,020, or $1,761. This 
is equivalent to the per pupil revenue that would be raised locally by ^ 
school district of $51,794 SEV per pupil levying 34 mi,Hs for school operati^s'. 

(The membership aid formulas 'for each.y^ar since 1967-68 are presented in 

* ^ 

Appendix A, along with. a brief discussion of modifications made to the ^formula 

♦» 

In 1975-76 and 1978-*79.) 

II. What Equal Yield Was Designed To Do ' ' . . ' 

The success of the equal yield formula can" be naeasured"; only in terms of its 

• * • » 

objectives. Thus, we must first revisit the objectives stated at the inception 
of equal yield some seven^ years ago. These objectives were succinctly stated ^ 

by DV- Barnes L. Phelps in the November, 1976 issue of the Michigan ^chool 

■f ' ' ' ■ ~ ' . 

Board Journal-'- and are as follows: 

' ■ 1. To reduce the effects of property tax, wealth on the level of school 

" . - • ■ ' 

revenues . . 

' 2. To reduce 'the variatipn in millage rates across districts by providing 
incentives for low millage district^ tt* 'increase their effort, while decreasing 
the necessity of ^low-SEV districts to levy high millages. . . . 

3. To^ increase- the revenues available in previously low-apending districts 
withou^i%ecr easing revenue in high-spending distri<?ts . « . * 

4. To provide greater^ equity within the property tax structure and some 
measure o,f property tax relief. * "^"^ \ 



1 • * * ■> 

.James L. Phelps, ''Thfe Equal XIbIA Concept .in Michigan,. Third'-Year Results,'' 
Michigan School Board Journal . Vol. XXII, No. 9, November,^ 1976, ^ ... 



The extenj? to which these objectives have been accomplished is discussed 
in Section III following. ' ^ ^ 

III, What; Equal Yiei^Has' Accomplished * * 

Cfejective One ; To reduce the effects of property tax wealth W the 
level of school revenues. 

Disparities in scl^ol revenues due to property tax-wealth have been^reduced, 
but not completely eliminated. Considerable progress has been made in reducing 
the difference in membership revenues between high- and low-SEV districts 
levying the same pillage. When compared to the inequities existing in 1969-70^ 
the/' revenue gap"\is novf .very small. What were once differences of over $500 
per pupil between rich and poor districts lev3?lng 30 milts^ have nqw been 
completely eliminated.' Hoyever, although substantial progress has already 
been made, some inequities caused by differences in tax base still exist. A 
"revenue gap" still exists between high- and low-SEV districts ""levying more 
pha^ 30 mills. Table tl (next page) illustrates the narrowing of the "revenu^ 
gap" between $40,600 and $10,obo SEV per pupil districts levying the same 

mlllage. • •» ' 

Another way to analyze the equalizing effects of the equal yield formula 
is to determine the amoui^t of revenues, state and local, falling within the 
guarantee levels and to cfjmpare that to total revenues. The following defi-^ 

nitions are useful for unfierstanding this analysis;' 

^ * \ ' ' 

■ 1- tn~ formula ; For a dis^trict that is within the SEV guarantee and 

mlllage ceiling, all local and state membership aid is con- 

siderld equalized. 1 . ' ^ 



1 




"J ■ ■• 

Revenue Gap Between $10,000 SEV.and $40,000 SEV Districts- ' 
Levy^g the' Same Operational Mlllage 



Year 
1969-70 

1974- 75 

1975- 76 

1976- 77 
lft;7>78 

1978- 79 

1979- 8Q 




20 
Mllla ' 

$299.00 

20.00 

-0- 

-0- 

-0- 

-0- 

-0- 



■ 22 
Mills 

$354.00 

22.00 
. 4.00 ^ 
.80 

-0- 

-0- 
' -0* 



25 • . 
Mills 

$449.00 

* 25. Ot) 

.9.p0 

2.00 

, -0- 

-0- 

-6- , ' 



27 ; 

Miiir ^ ( 

$509.00 
• 85.00 

12.00 
2.80 . 

-0-" 

-0- 



30 ; 

Mills' 
$599.00, 
175.00 
^ 100,00 
63.20 
-0- 
-0- 
-0- 




153.20 
90.00 

.90.00^ 
45.00 



35 
Mills 
/, • 
$748.50 

3Z5.'00 

252.25 

3.20 

150.00 

150.00 

75.00- 



i 
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♦ . * " ■ 

2. Out-of- formula because of ^lgh-6EV : ^or these districts, the 
amount pf local revenue up to tlie guarantee leyel is considered 
equalized. The remainder is ^considered nonequalized because of 
SEV- (For a $50,000 SEV per Rupii district, $50 minus the " 
guarantee level of $43, or $7 per pupil T^er mill is nonequalized 
under tKe FY 79-80 formula. The remainder is equalized.) ^ . 

3. Out-of- formula because of hi^h- millag e ; For these districts, 



the amount of logal revenue generated above the millage ceil^ing . 



ia considered nonequalized and the^ remainder equalized » (According 
to the FY 79-80 formula, ^-^dlstrict levying 36 railj.s would be 
reimbursed for all mills' up •to -30' ^nd for half the mills over 30. 
The remaining three mills would be ponequallzed. Therefore, thq 
equalized 'portion of ^revenue would be the district's SEV 



lonec 



/ 



multiplied by the three nonequalized mills.) 

4. Out-of-foymula^because of high SEV and high millage : A combination 

^ 3of tjhie principles. in nu^ers two and three, above, determine the 

"equalized" and "nonequalized" portiops\ 

The relative and absolute 4>amounts of equalized and .nonequalized state. ^ 

and local school revenues far each* year since FY 72-73 are presented in 

Ta^le III> ne:55t page, • ^ * 

» 

From these <iata we conclude: 

1^: The proportion of "equalization" has increased under the equ^l yield 
concept from 81 to 97 percent*. * • ^ , 

2» The, remaining nonequalized revenue is^attributable exclusively to 
high-SEV districts. - ^ . • . 
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1972- 73 

4 

1973- 7A 

1974- 75 

1975- 76 
1976^77 

1977- 78 

1978- 79 





X 




t 

4 




* 




TABLE III 






• * 

1/ 






■■;:> 

■frbgress of Equal Yield 






> 


• 

• 










♦ 

Non equalized 




Total 


f 

Equalized 






Millase 


SEV and 
Mlllage 


$1,810.8 
(million) 


• 

$1,469.8 f 
(81.2%) 


13.3 

(.7%) 




327.7 ' 
(18.1%) 


N/A 


1,989.9 


1.773.3 
(89.1%) 


25.3 
(1.3%) 


< 


186.9 
(9.4%) 


^3.6 
(.2%) 


2,173.1 


1.999.2 

(92.0%) ; 


43.0 , 
(2.0%) 




127.5 
(5.9%) 


3.4 
(.1%) 


2,397.1 


'2,187.5 . 
{93.5%) ^ 


57.2 
(2.4%) 


♦ 


92.2 
<3.9%) 


5.1 
(.2%) 


2,501.1 


2.427.9 • ' 
(93.5%) 


52.0 
(2.1%) 




105.6 
(4.2%) 


5.6 
•(•22) 


2.752.5 


2.584.4 


74.1 




90.8 

f3.3Z) 


3.2 
(.1%) 


2,939.4 " 

\ 


2,841.3 
(96.7%) 


98.1 
(3.3%) 






-0- 
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. Ob jec tiling ^^^'/^^^^^^ variation in millages between districts by 

providing inc^jjy^s ,:^ot" low-mileage districts to increase their effort, while" 
, decreasJUig ttrej'natflss/tj^ of Ipw-SEV districts to levy high mlllages. 

' Sonie jinsigkt mSpi this qukstio* can be gained, through an examination' of 

V ' / ' . Jr. ^ 

Tsd^lla^J elect^pA tQsxilts . As (the data presented in Table IV (next, page) indi- 
cat^,^l^^g|tions for additional 'operational millage were considerably more 
^ succ4ssYy^dn the two years ipiediately follo^ng the inception of equal yield 
than ia if^e previous two years • . The ' percentage of succes*^l elections for 
iddi^ti6;ia^ operational^ millage- fell sharply, however > over the last four ^ 
, yea^$^ #T"^ latter development is not surprising, since the success of the 

mil'lia^fe ie^ections in 1973 and 19 7A may have precluded the need for additional 

''if ■ 

increj^sj^s in subsequent years. *. 

Th^ levant question Is whether or tiot the relatively |jigh number of 
successful millage elections following the inception of equal yield served 
to reduce or increase the variation in millages between districts. The 

. • .■•1; ^ ■ 

^fis|fer is readily apparent from the data presented in Table V, below: Opera- 
* tidn^l millages increased most among the previously l^j§-millage districts. 

I' i f 'V ■ ' ' * 

;' AsiJ'the data for school year 1972-73 indicate, the variation in operational 



millage rates under the former Strayer-^Haig or "deduct;ible mlJLi^ge" formula 

J. 

was substantial. The formula provided incentives for some ^school districts 
,to Ic&gp their millages low while other^lchool dllFtricts, generally of low 
^ tax 4>ase, were forced to levy high millage rates in order to remain competi- 



tive with wealthier school districts. 
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^Dur^ng the first two years of equ^l yield, operational millages incre^^sed - 

.1 ' * 

su4>stantla"lly among previously low-millage distticts, while previously 

high-mlllage districts VegistQired only ^si^ll increases. Significantly, the^ 
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Comparative Increases in Ta2^ Effort Behitid Michigan ISipils 





Percentile 


• 

1972-73 


f9 73-74 ' 


1974-75 • 


' 1975-76 


•1976-7711 


1977-78* 


1978-79 






90th 


, 31.56.. 


31. 53 ^ 
. (-0.1%) . 


. 31. 82 
(0.9%) 


32 . 75 - 
. (3.0%) . ' ' 


, 34.24. 
(4.5%) 


35.69 . 

(4^2%). 


• 34.62 
(-3.0%) 




85th 


• 30.42 


30.53 
(0.'4%.) " 


<j30."67. ■ ; 
k;?.(0.'5%) 

30.03 
(1.3%) 


• 30. 7A 
(0.2%) 

30.43 
(1.3%) 


33.74' 
(9.8^) ' 

32.56 
(6.9%) . 


"^4.45 
(2.1%) 

33.85 
(3.9%) 


33.94 




• 


80th 


% ^ — ^ 

29.58 & 


29.65 
(0.2%) 


(-1.5Z)^ J 

33.37' Js 
(-1.4%).^ 




id 


70th 


27.81- 


27.76' 
(rO.2^)' 


28.44 
(2.4%) 


28.99 
' (1.9%), 


♦ 

30.00 
(3.5%) 


. 31.29 
(4.3%) 


31.74 
(1.4%.y ^ 






60th 
t 


26^22 


". 26.58 

(i.4%) - 


. 27 . 10 . 
(2.0%) 


27.84 
(2.7%). 


28.57 . . 
■ (2.6%) . 


30.00 
(5.0%) 

f 


30.00 g 
(0.0%) 


• 




50th 


24.57 • 


24.54 
(-0.1%) 


25.22 
(2.8%) 


2^.65 
(5.7%) 


27.54 
(3*3%) • 


28.48 
(3.4%) 


29.00 
(1.8%) 






40th 


23.08 


23.15 
. (0.3%) 


24 ..34 
(5.1%) 


25. Op 
(2.7%) 


26.20 
(4.8%). 


« • 

27.00 
(3.1%) 


28. 44..':-:. 
(5.3%) '. 




• * • 

« 


. 30th 

?oth- 


.2i.02 
• , 18.35 


22.51 
(7.1%) 

22.00 " 
(19-. 9%) ■ 


22.90 
' (1.7%) 

22.51 
(2.3%) 


/ 24.00 
/ (4.8%) 

22.51 
(6'.0%) 

\ 

"22.5JL 
<0.0%) 


25.*00 
(4.2%) 

f * 

22.77 
(1.2%) 

• < * 


25.51 • 
(2.0%) 

' 25.50^ ^ 
^(11.95^ 


27.60 
(8.2%) 

-1(5.75 
'(1.0%) 


/ 


• / 
• ■ 


15 th 


16.06 


21.30 
\ (32.6%) . 


22.50 
(5.6%) 


22.51 
(0.0%) 


25.00 # 

<ii-i%)l 


.,25.00 
"(0.^%) 




• 


• 10th 


15.52 

\ 


21.15 
'(29.8%) 


' .22.00 
(9.2%) 


22.50 
(2.3%) 


22.51 
(0.6%) 


24.00 
(6.6%) 


24/25 ^ 

' (o.n) 


15 


u 




16.04 


' 10.38 


9.82* 


10.26^ 


11.73 


Jl.U 


. 10.3^ 




-ERJC ; 




• \ 
Source: Educaflion Section, 


Office of the Speaker, Michigan Hou«e of RepresentatlvaB 
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• ■ ' • 
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"mil'lage gap" between high-in|.llage 'districts (districts at Che 90th percentile) 

and ttie low-millage districtjs '(the 10th percentile) declined from'i6.04 mills 

^ iq 1972-73, befoire, eqf^ual yield, tq* 10.38- mills, in 1973-74, a decline of 35. 3 . 

' ' ' " , . ' •■ ' • ' " ■* ' . '« . 

perc^tv The millage gap 4^ciine4' further -to 9.82' mills in 1974-75. ' 

This trend iSras reversed, however, in 1975-76, the third year of equal 

.yield. .During this year, the revenue gap increased to 10.26 mills, with the , 

high-millage districts increasing faster than the' low-millage districts. . 

The increasing trend was continued in 1976-77,. with the miliage gap growing 

to 11.73 mill^. While the precise reasons for this reversal are not readily ^ 

* ' ■ » * . 

apparent, it^ eould*rwell be -^'tributable to Ifhe introduction of. the "two-step" 

. ■ r 

aid formula introduced in 1975-76 and continued ^in 1976-77. Under this 
formula, lower millage districts generally re^'ived a^^reater percentage 
increase in state aid than^ did highet millage, districts and, therefore, faced 

lesls pressure for a millage increase. * * , 

/ ■ - 

The millage gap remained nearly unchanged in lS(77-78 and declined somewhat 
in 1978r-79, falling to approximately the same level it attained back in 
1973-74. Hiis decrease is attributable to above-noted modification of the 
state aid formula introduced in 1977-78.. This modification consisted ^ of 
two f eat^ures : ' , .p^. ^ 

1. The introduction of a base allowance in the state guarantee, which 
had the effect of reducing the amount of s'tate membership^ aid a district 
received for each additional mill levied. (See Tables I and LI, above,) 
- 2. A/'roll-back'' feature, whereby districts levying more tl^an 30 mills 
would receive i^ormula relii4>ursement^ for their 6ver-30 millage. only if they 
translated the additional aid into property tax reduction. 



* 



V 



t'e 



Since^this revised, foraula was not enacted into law until mid-"1977, by 
which time most millage ^elections for 1977-78' had already been held, the 



igipact of the fdrmuia* on the' r977T78 millage elactions vms minimal. The. 

f . ■;••'* " '■ • ' • 

significant percentage'. increases registered* at the l^ith,; ISthi ^nd 20th 

Ipercentiles. are not .a^irpri sing considering the negrligible" fncreases made 

by these low-millage districts during the previous two years, under the 

two-step, formula. * • • ^ * 

' ' • • • 

The effects of. the base allowance and the rollback are evident in the 

* 

1978-79 data.- The high millage dist^cts at the 90dh, 85th, and BOth per- 
;cep£ile actually reduced their millage i?«±ea, jj/hile the 50th, 60th, and 7dth 
percentile levels registered little or noWn. The 30th and 40th per^ntile 
levels, on the other hand, increased significaiatly , while little or no 
increase was registered dt'^e 20th, 15th and 10th percentiles. The latter 

9 

development Is understandable in view of the increases made hy these low- 
millage districts in the previous year. In sum, t^e data indicate a moderate 
redu^ou in the millage gap a§ a result of the formula reyisiohs^of 1977-78 
as well as a de-emphasis upon the property tax as, a revenue sourpe. This 
latter developraetit\is dismissed below. 

. Oblectlve Three : To increase the revenues available in previously low- 
spending districts without decreasini revenues in high-spendtng districts. 

As the data presented in Table VI (riext page) clearly indicate, the- , 
largest per pupil revenue gains since the inception of equal yield have been 
made by the low-expenditure districts, but not at the expense of high- 
expenditure districts. The growth in per pupil revenues among the districts 
below the median (i.e., the 50th percentile) has exceeded the growth of 
' district reveftues, and has been progressively larget at each. lower decile 



Distribution of Mejnbership Revenues per Pupil 



I'ercentile , 


. 1972-7'3 


.1973-74 

> • * 


1974-75 


•-1975-76 , 


1976t-'77 . 


1977-7g 


.1^78-79' 

t 


- 90th 


* • ' $" 998 * 


W,079 


$1,208 

I • 


$1,227#' 


$1,447 


■ $1,583 


t 


80tli • 

( 

70th 




• •/ 

1,012 


, 1,114 ■ 


• 1,187 


1»343 


M,49l 


. . 1,635 


890 

* 


* 960 


1^065 


1,158 


.1,269 


1,420* 


r-. 1,365 


QUtn ^ • 

V • 

50th . 
-» 


825 


* 

923 


i;oo8. 


1 1 9n 
1,090 


1 9 9^^ 

1,194 


1,305 - 


1 487 

m 

1.-451 


40tb 


/' ♦ 
- . ^775 


- 912 


1,003 


i,052 

* 


f 

1,155 


1,248 


. 1,'^94 


30th 


736 


. . 872 


975 


978 


1,080 , 


1,239 


* 

1,349- 


2Qth 


70o" 


837- 


*916 


y 967 


1,034 


1,204 


1,328 


r 10th 


* 634. 


775 


857 


932 


1,032 


1,14'4 


. 1>254 


> -Range ^.-^ 


• - *^64' 


304 


351 . 


/ 295 , 


415, 

V 


439 


\ . 545 



Six- Year 
' -Gain 
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above the laedian has increased more slowly ,than revenues at the median, 
with the exception,, of the 90ti^ percentile. In sum/, the dat;a clearly reflect 
a "levelling up" in tBXips of percentage growth in district revenues, althougii 
thje absolute dif fereace^between th^* 90th and lOth.p^rceAtiles has increased.. 

Ob.ieGtive Four ; To. provide greater equity within the property tax . ^ 
Structure and provide some measure of property#tax reli/f. 

Und^r the excess butden property 'tax relief feature, oost, often called 

the '^circuit breaker," the state reimburse^ individuals 60 percent of^th^ 

ai]fifcunt by which ptoperty taxes on their homes (or on farmland', buildings, 

equipment andVhqmes for farmers) exceeds 3.5 percent of their income. Renters 

receive similar relief, wit^ 17 percent of their rent be:|ng counted fs ^ 

property tax. For senior citizens and certain veterans, the state Will relm- 

burse 100 percent of the excess. The Ifcaximum rfebate is set at $1,29^, up 

from $500 prior to 1975-76. In all, appro^jfj^mately $300 million was returned . 

to Michigan taxpayeri^ during 1978-79. . 

.. ^ * . ^- ♦ ■ 

Greater property tasTlreltfef has been given to low-income families than 




to high- income families. Th^^is, the amount\of property tax relief provided J 
under the "circuit breaker" prigB?am has been inversely proportional to familj^ 

income. . ' ^ , 

. . - ' * 

' Property tax relief is provided unde^ Section 27 of the State Aid Act* 



*As % condition of reeeiving steat«t reimbursement for cap^al cfutlay under 
Section" 27 of the State Aid Act, school districts roust lower tjhelr property 



' tax.es equivalent amt^iint. *In^977-78, $22,625,00a was- disbursed to 380 dls-^ 
trlcts levy:^ng under 2$. A mills the previous year for operation. In 1978-79, 
the r el lief was extended to 380 districts levying under 26.6 mills for oper- 
ation at a cost of ^$19, 925, 866. 00. . 

.■20- . ■ ■•, ■ 
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The growth of property tax yields and ejffectfve^millage rates' has slowed 
consider^ly since the inception of equal yield. As the data presented in 
Table VII indicate (next p^e) * the average annual growth in property tax 
yield has declined from nearly 22 per:cent during the period from 1965-66 to 
1970-71 to about^lS percent during the next five years'* and to about 8 percent 
during the past ttiree years. Furthermore, the growth in property tax credits 
has made the detline in tax yield 'even more dramatic, with the growth in the 
adjusted yield falling from over 20 percent 4uring the 1965-66 to 1970-71 
period to about 11 percent during the next 'five years and to only 5 percent 
during the last thrfee years. * . 

.V 

Finally, an even more dramatic trend is observed with regard to the 

m 

adjusted effettive jnillage rate. While this rate increased an average of 
8.4 perpent between 1965-66 and 1970-71, this averagd annual growth declined 
to only, 1.2 percent during the next five years and to a mere 0.4 percent' 
dufirig the past three years. 

11^. Equity r Equality, and Excellence: Alternative Concepts in School ^ 

Financed » - , ' ' , ^ ^ ■ 

— — - — ^ • ^ 

r 

From the foregoing ahalysis'^/Ve hav^ seen the extent to which Michigan's 

equal yield formula has succeeded in accomplishing four specif ic*objectives. 

Th^ data indicate substantial success* in reducing* the effects of property 

>f.aix wealth on the level of school revenues, as well as increasing revenues 

in previously low-^spending districts and providing jtome measure of property 

tax relief. At the same time, equal yield appeared to be less successful in 

reducing *the variation in millage rates and per pupil expenditures across 

school dl^ritts. \ " 

s.^ J. 



T A B-L E TTT 



V 



J 
/ 



CHANGES IN 5EV,- YIELD, a^J l{^^^;|TlVE feOPERTY TAX RATES 

V 



.1965-66 



27.08 



3.50' 



429.70 



16.37 



16.24 



1970-71 



55 



■19.75-76 



56^8^ 



1978-7,9 




443.20 . , 929.10 ,flii, 53,1.^0 




1st- Period:' 
66-70/71 



ANNUAL PERCENT INCREASE' ^ 
. , 2nd period; 3rd Period:- 
• 75/76-78/79 



/ 




889.10. 



24.16 



29. 3^ 



, 23.06 



24.45 



14.73 



8.48 



21.92 



N/A 



20.44 



5.44 



8.40 



9.48 



12.98- 



N/A 



11.24 



1:34 



1.20 

^23 



/ 



4.7 



8.1 



9 



N/A 
« >■ 

5.1 . 



3.8 



0*4 



''^Estimated 
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What do these tren'ds mean for the overall quality of public education in 
Si • 

-mchigan? How are they to be evaluated in terms of more broad goals regarding 
the distribution of resources across local districts? More fundamentally, ' 
what are these, goals? . Three alternatives are conceptualized in' Table VIII 
(next- page). Each alternative is distinguishable from the other two 
■each suggests a different interpretation of empirical findings. . ^ 

1. Equity (or Fiscal Neutrality) — Obviously, the concept of equity- 
cannot be authoritatively defined solely on the basis of objective criteria. 
Reliance upon value judgments is inescapable and two- related value judgments 
will be adopted here. The first is the long-startding principle that govem- 
ment sho.uld ordinarily leave decision-making and admini'sf^ation to. the smallest 
unit of society competent to handle them. This ^incipl^, •which is a corner- 
stone of our federal system of government, is applied to the issue of public 
school finance in Private Wealth and Pub-ll»^ducation , by Coons, Clune and 
^Sugarman. In their analysis, the authors assign to this principle the label 
subsidiarity and sharpen its definition: "Subsidiarity . . . implies at least 
the power of localities to decide (a) how much education they desire (perhaps 
within minimums and maximums set by the state) and (b) how much they are 

^ J' 

willing to spend to reach their goals. It is this outlook toward public edu- 
catl^ which permits some localities to spend more than others; it is a source 
of one kind of inequality . "2 

The authors point out, however, that while subsidiarity does not guarantee 
equality of school programs across local districts, neither does subsidiarity 



2coons, Clune and Sugarman,> Private Wealth and Puj^lic Education > Harvai:d 
University Press, (Cambridge: 1970), p, 16. 



DISTRXBUriOV IN PUBLIC SCHOOL FINANCE: ALTSRNATIVS CONCEPTS 



OONCKPT 
Equity 

(PiacAl K«utr«lit7) 



DEFINITION 



Equality 



Exc*lUmc«/Ad«quac]r 




Th* waftlth of 4*schooX 
district is not ^aoci- 
at«d with noncategori'cftl 
priMry and secondary 
school Expenditures in 
that district. 



Servics variables are 
equalised a(:ross ^ocal 
school districts. Bqual- 
ity could also be defit^ed 
in tenM of expenditures 
per student or in tei 
of outcooieB. 



Each local school district 
is performing at or above 
a specified level and is 
encouraged to go beyond 
this level. 



MEASUREMENT 

The correlation coeffi- 
cient relating school 
district vealth to school 
expenditures is inslgni*-, 
ficant. 

Sensitivity 6f coeffi- 
cient to altemtative def- 
initions of wealth ouist 
be identified. Relatiod- 
ships betveen district and 
school services-student 
outcomes will be explored. 

The variance of^ the distri- 
bMtloa of the selected ser- 
vice variables across^local 
districts is neir aero. 



Standard My be eicpreaaed 
in terse of: expendlturee 
per pupil; eervice levele 
per pupil; or pupil achieve- 
aent* 



FOCUS OF CONCERN 

Dependence ^f echool 
expenditures on die- 
tricX^ealth. 



PRIMARY 



a!^||^tages 

edu- 



Sqval access to 
cational. resourcee;, 
proiaotes local fiscal 
autonomy • 



V V 

Disparities in eervice 
levels scross local dis- 
tricts* 



Equal service levele 
for equivalent etu- 
dent groups. Expen- 
ditures per student, 
equated -acrose dis- 
tricts thru adjust- 
vmnt for "cost of 
doing business 



Inadequate resource levels Systes^ide accees to 
and/or pupil schieveMnt a guaranteed level of 
in eoae local dietricte* resources. 



PRIMARY DISADVANTA£XS 

Educational ejcpendi-'^ 
turee de{>end upon 
voters* preferences; 
weslthy cd^ght des^t 
public sf:hools. " 



\ 



Interference with lo- 
cal flecsl autono^. 



Interference vith local 
fiscal sutonosy; does 
addreaa inequality of 
se rvices /outcoaee 
across local district e^^ 



25 



ERIC 




26 



• 



prohibit it, Rather, subsidiarity is entirely compatible with the notion of 
equal educational opportunity — that is, the notion that each local district 
is f re'fe to -choose their desired level or quality of educational program, con-- 
strained not by its own school district wealth, biit solely by the wealth of 

the state as a whole* 

* /' . 

As a way in which to put this principle into* effect, the authors pose 

the following reform: . i 

"Equal district power is the key. ^ The concrete financing proposal 
may be stated thus: equal tax rates should provide equal spendab^-e 
dollars. That is, the local unit would be empowered to fix the tax 
rat? (effort) to be imposed upon a specific class of local wealth. 
For every level of local tax effort permitted by statute, the lM:ate 
would have fixed the number of dollars per tasfc unit (probably per 
pspll) that the district would be emp<^^ed to spend^ The state 
alsoo guaranteed that tilis nilmber of dfflKrs will be available to 
the^ district. "3 » 

Thus, according to the authbrs' argument, a system of school finance would 
be equitable to the exjcent that jLt effected a distribution of school revenue 
across districts which either: (1) shows no significant correlation with . 
district wealth; or (2) shows a correlation with district wealth that is 
entirely attributable to a correlation between district wealth and millage 
rate. The measurement of equity in Michigan school fi^^^ie is a two-step 

process inyomng: (1) the calculation of correlation coefficients relating 

4 ; ■ 

district wealth and district revenues and, (2) the d^lculation of correlation 

• _ ♦ 

coefficients between millage and revenue in those case^ where the wealth/ revenue 
correlation coefficiefnt l,s not near zero, - 

A wealth-neutral or equitable system of school finance would exhibit 
either one of the following: (a) a near-zero correlation between wealth and ' 
revenue, or (b) a near* perf^cj: (i.e., near +1) correlation between revenue and 



^Coons,- et al. , p. 34 



millage. Aqy other result would be evidence of a direct relationship between 
district wealth and district revenues regardless of district millage rates. 
Such a finding would violate our definition of equity. 

Once our methoaology is selected, we must specify the appropriate measures 
for the variables. The ap^opriate measure of school district v?ealth would 
be SEV per pupil," the basis of general membership aid in Michigan. The appro- 
priate measure of school district revenues would be local revenue plus general 
meaiership state aid. (Since we aiVe evaliiating the fiscal neutrality of the 

•t * 

state* 8 general me;mbership aid formula-, the inclusion of categorical funds In 
the revenue measure Would be inappropriate O 

Correlation coefficients relating school ^Jfstrict SEV per pupil to school 
district local and general membership revenue and' to three categories of school 
district expenditures are presented In Table IX, below. In addition, coeffi- 
cients relating SEV per pupil to state equalized aid (i.e*, general membership 
aid) and to district millage rates are presented in order .to fully j^lluatrate 
the relationship between district wealth and financial resources. 

• Separate coefficients are presented for five district groups .defined in 
terms* of property wealth in order to identify tha't group for which fiscal 
neutrality has been achieved. Coefficients are also calculated for the entire 
group of K through. 12 districts. ' , . _ 

-The row of coefficients relating state equalized aid with SEV show a 

' ■• . ■ 

nearly perfect inverse relationship for the 485 districts below $55,000 SEV 
per pM^il. This result is entirely consistent with the IntertSt and design of 
the general membership aid formula; the higher a district's SEV per pupil, the 
less state oembership aid received. The second row of coefficients, relating 
local and state equalized (i.e., general membership) aid to SEV, are not so , 
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TABLE IX 



CORRELATION COEFFICIENTS 
BETWEEN MEASURES OF SCHOOL DISTRICT REVENUES, EXPENDITURES & LEVIED MILLAGE 



« 

r 


AND 


DISTRICT SEV PER PUPIL, 
(K-12 DISTRICTS. ONLY) 


1977-78 


1 


- 1 


/ . . . * 


• 












UTrtrUMf Tl? ACT TOT? 


DISTRICTS WITH SEV PER PUPIL LESS THAN: 










« 

' A ^ ' Ann 








A t*^^ vi_ d & 


J!*C|UHxlZ6u i\XG 


-.97 


-.98 


-.98 


-:98 




-»74 


Local and State 'E'quall2ed 


.22 


.21 ' 


.18 


.24 








" ■ .21 


.19 


.13 


.10 




- 30 


EXPENDITURE MEASURE - 














Instructional Expenditure 


.03 


> .04 


.06 


' .11 


.15 


.30 


Total. Expenditure 




.09 


.11 


.17 ■ 


.13 


^33 


Total Inatructlonal and 
Instructional Support ,^ 
(non-*catagorical) ^ 


' ' .>06 

V 


.08 


.07 


.13 


.18 

■ 


. 30 




N-427 


N-448 


' N^469 


N-485 


N«45 


N-530 



Percent of State Meinbership 



8^.6% 



I 



89.7% 



91.7% 



94.4% 
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apparently consistent with expectations. The coefficient's associated with 

■f 

; th^ "In-^ formula" districts^ while fairly low, are not suff lent ly close to 
zero to assure, by themselves, a wealth neutral distribution of revenues 
across the districts . However^ the coefficients become more understandably 
when one realizes that they reflect not merely the "direct'* relations|^i!p 

between SEV and school reVarfiues but also that portion of the relationship 

^» 

which is attributable to a third, intervening variable: school district 
millage rates* The ke^ question at this point is; How strong is the SEV/ 
revenue relationship exclusive of millage ratp? 

Unfortunately, the multiplicative relationship between reVenue and 
millage precludes the calculation of partial coefficients between SEV and 

4 

revenue, where the influence of millage rates upon revenue would be removed* 
We have* however, calculated the correlation coefficients relating SHtV to 
millage rates in order to estimate the impact of this relatlons^p upon the 
SEV/revenue relationship, which is our primary interest. These coefficients 
are presented in the third row of Table IX, ' 
Several observations may be made: 

(1) The correlations are positive for the in^formula districts, but 
decline as the SEV '^cutpoint" increases to $55,000* Thus, the higher > 
SEV in-fonmila districts tend- to levy somewhat higher mlllages than 

the less wealthy in-llxmula districts/ . \ 

(2) The SEV/revenue and SEV/millage correlation coefficients are 
nearly eqt^ fo^ the districts below $45^000 SEV per pupil and are 
reasonably close for the districts below $50,^00. 

(2) A strong inverse relationship exists between SEV and millage rates ^ ^ 

I 

for the out-of-^ formula districts (i.e.^ districts over $55,000 SEV per 
pupil>. That 18, the wealthier districts tend to have flower millage rates. 
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Regarding the issue of fiscal neutrality > the central question is whether 

the observed positive relationship between district SEV and district revenue 

Is largely due to* the observed positive relationship between SEV an,d uiillage 

rates* That is» are the higher-SEV districts generating more revenue than ' 

their lower--SEV Qounterpafts because of their greater property wealth or 

because of their higher millages? If the former, then the distribution of 
« 

revenue across the in-formula districts is not equitable'/ fiscally neutral; 
if .the latter, the system is equitable since the lower-SEV Could elect to 
Increase their revenues to the levei enjoyed by the wealthier districts by 
simply matching these districts* millage rates* Equal millages would ensure 
equal i^venues* 

This question can be^ replirased as the following: To what extent do school 
revenues depend solely upon millage rates for the in-f ormula districts? The 
answer is provided in the folljowing table: * * " 

TABLE X ' 



CORRELATION COEFFICIENTS 
BETWEEN SCHOOL DISTRICT REVENUES. AND MILLAGE RATES 



DISTRICTS WITH SEV PER PUPIL" LESS THAN; 



40,000 
.99 



45.000 
.99 



50,000 



.99 



55,000 



SEV>55.000 
.41 



IP 



State-wide 



.57 



As the coefficients indicate, school district local and general member- ^ 
ship revenue almost perfectly correlated with millage rate for the districts 
below $50,000 SEV per pupil,. Thus, the wealthier among this group of districts 



ERIC 



38 



24 



receive loore school revenue than thej^ less wealthy not becausfe of their relative 
wealth, but because of their greater J:ax effort. These districts hdve greater 

V- 

demand for education and therefore tax themselve^ at a higher rate to provide 
;:his level of education than do their less w^ajlRy counterparts. The latter 
districts ^"re free to do the same. They suffer no^ disadvai\tage in raising 
school revenue by virtue of their lower tax base. They simply choose d lower 

" ^ .. ■ . > 

tax burden and revenue level. This exercise of local choice and the dependence 

t 

''of revenue upon millage rate, as opposed to tax base, is entirely consistent, 

with our definition of equity or fiscal neutrality, 

A wealth-neutral distribution of resources among the "in-formula:" districts 
is also indicated "by the. low correlation coefficients relating district SEV 
to school expenditures. Interestingly, the caefficients for the districts 
over $55,000 .SEV per pupil are also low, despite the fact that the distribution 
of general revenue across these districts is^not neutral with respect to §EV ^ 
(Table IX, page 21). The reason for this apparent inconsiste'ncy is the fact 
that unlike school revenues, expenditures are not a resource which is distr-ibuted 
across districts. Rather, the revenues are distributed and the expenditures 
are the product of both the, revenue distribution and the budgetary choices of 
the local districts. Thus, while general (t,e,, discretionary) revenues maiy 
show' some cyprr«lation with SEV for a particular di«tricp group, expenditures 
may not since districts may differ in their budget decisions. (In addition, 
the first two expenditure categories — "instructional expenditure" and "total 
ea?>endlture" include some, categorical revenue, thus exacerbating the lack of 
coD^arabil^ty with general, revenues . ) ' „, ■ 

Nevertheiess, despite these technical qualifications, the data indicate 
that Michigan's gtoeral me'aiberahip aid fofinula has achieved a largely 



wealth-neiitral distribution of general |tate and local revenue and of non- 
categorical Instructional and Instructional support expenditures for those 

i 

iL through 12 districts below $50,000 'SEV per pupil* These diatritt^ are 469 

iii number .and enrolled 1,855,195 pupils in school ye%r 1977-78, or 91.7 

percent of the total state laembership. 

' • . , - * ■ * 

The distribution of school district revenues and expenditu;res is clearly 

not neutral, however, for those districts above $55,000 SEV per pupil, The 

correlation coef ficient «of .42 relating. SEV and equalized (I.e., state and- 

'local general) revenue indicates a fairly strong positive correlation between 

these variables for these wealthy districts. At the same time, the correla- 

tion coefficient of -.60 between SEV and millage assures us that the high&r-SEV 

district/ in this group generate relatively high revenue not because of higher 

tax effort, but despite lower tax effort . In other words, their higher 'revenue 

* ■ ■ . 

levels are attributable to theii: greater property wealth; Clearly, then, the 
distribution of revenue among the out-of-formula districts does not conform 
to the concept of equity, r>r fiscal neutrality. 

While the districts over $55,000 SEV are only 45 in number and account 
for only 5.6 percent of total state membership, their effect up.6n the measure 
of wealth neutrality for the entire state is significant. With the inclusion 
of these districts in the analysis, the correlation coefficient relating 
equalized revenue to SEV ln9reases to .50 and the coefficient delating wealth 
aiid noncategorical instructional and Instructional support Increases to .30. 
These state-wide correlations, however, should not obscure the central finding 
of this analysis: Michigan's general meml?ership aid formula has succeeded in 
producing a fiscally neutral distribution of revenues and expenditures for 
nearly '92 pe/cent of the pupils in the state. 
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At the same time, the finding of an absence of neutrality for the 
over-$55,000 SEV districts suggests two policy options which might achieve 
greater neutrality on a state-wide basis; (1) raising the guarantee level 
of. the general' aid formula; or-<2) establishing a "recapture" mechanism 
for districts over $55,006 SEV per' pupil (through, for example, restrictions ^ 

. • , ^ . • ... 

on state categorical grants for these districts). These options may be 
advisable, j|hat is, if state-wide equity— or fiscal neutrality — is the goal. 

Our central' finding of a wealth-neutral distribution of school district 
general revenue and noncategorical instructional and instructional support 
expenditures is not surprising in view of the analysis presented in Section HI* 
above, where the "equalized" portion of school revenues was shown to have 
increased to nearly 94 percent by fiscal year 19^77-78. 

Our finding is also consistent with a similar analysis conducted by 
Robert Berne and Leanna Stiefel of New*York Ujjlversity. *^ Using time-series 
data regarding Michigan school districts' per pupil SEV and^. instructional 
.expenditures, Berne and Stiefel computed correlation coefficients relating 
these variables for each year from fiscal year 1969-70 through 1976-77. The 
correlatioij^as found to decline e^h year over this period, from .64 in 1969-70 
to. 30 in 1976-77. A number of alternative correlation measures were computed 
relating these variables and all werevfomid to decline over this period.^ 

Jpieir findings, however, are somewhat different from our own^ since Berne 
and Stiefel computed correlation measures for the entire state while the 
analysis presented here focused on several increasingly eicpanded groups of 
districts defined in terms of property wealth. As noted above, examination of 



^Robert Berne and Leapna Stiefel, Public Policy Research Institute, Graduate 
School of Public Administration, New York University. The findings referenced 
are, as yet, unpublished. 
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the distributional effects of the equal yield, formula on the "in-fonaula" 
districts only indicates far greater wealth neutrality than does examination 
of the state as. a whole. To illustrate, our analysis reWaled a very high 
correlation between district SEV per pupil and school . revenue- (.81) for all 
K througlr 12 districts for 1977-78. However, the correlation drops dramatically 
(to a njere .05) once the 61 \iistrlcts pver $5O,QO0 SEV (accounting for only 
8.2 percent of total state membership)" are* removed from the sample. 

This same cautionary comment may be made of an analysis of school finance 
' in toLchigan.^ completed by Stephen J* Carroll of the Rand Corporation. This 
study, based upon data spanning the five-year period from 1971-72 through 
1975-76, concluded that the distribution of school district revenues was not 

rendered more wealth neutral by the equal yield formula*^ There are two 

»• ■ \ 

probable reasons for this finding: ' ' . 

' ' ■* ■ * 

(1) The study did riot address the distribution of educational v 
resources aiaong the in- formula distri(;ts as a separate group; 

(2) During the time period covereci by the analysis, the state 
aid guarantee extended only to the first ^^ mills (1973-74) or 

25 mills lfl974-75) or 27 aillls (1975-76)- As •the Rand Study notes, 
the effect of out-of-formula districts upon the overall measure of 
wealth neutrality would be significant • 

The Rand study did find, however, a substantially reduced relationship 
between school district revenues and district household incomes as well as 
suH^atantlal increases in the degree to which school revenues depended upon 
mlllage rates. Both findings are consistent with the concept of equity or 
fiscal neutrality* 



^Stephen J. Carroll, The Search for Equity in School Finance: Results from 
Five States, (Santa Monica, California: The Rand Corporation, 1979, pp, 137-138) • 
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2. Equality — The concept of equality simply requires that educational 
yesoui?ces (e.g., expenditures, staffing levels, or school programs) be 

J.I 

distributed in equal Amounts across, local school districts. This concept 
is based upon a "leveling", or "leveling up" philosophy . which holds that 
education is so valuable a commodity that all local school districts should 
consuiaa it In equal amounts* As such, this concept runs counter to the 
notion of subsidiarity, or local control, a notion that is central to the 
concept of equity* While equity implies equal opportunity of local school 
districts ta decide upon and deliver the level of educational services they 
desire, it does not imply equal program across districts* EqiyLty ensures... 
local choice. Including the choifa of diffejring from other districts. Equality 
would restrict this choice* *^ 

The degree of equality in the distribution of resources across local 
districts is indicated by the variance of that distribution. That is, the 
existence of any variailce in the distribution would indicate inequality* 
The degree of inequality in the distribution of non-catiegorical instructional 
and instructional' support expenditures across local school districts in 
Michigan, may be seen from the following frequeyicy table and histogram: 
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TABLE K 



Interval 

1 

Z 
3 
4 

" 5 
6 
7 
8 

9 
10 
11 
12 



Frequency Table: Pupils by Level of 

Instructional Expenditure 

FY 1977-^78 . 

Non-categorical Instructional 
^ Expenditures per Pug>ll 



less, than $700: 
$700 - $799 
$800 - $899 
$900 - $999 • 
$1,000 - $1,099 
$1,100 - $1,199 
$1,200 - $1,299 
$1,300 - $1,399 
$1,400 - $1,499 
$1,500 - ^1,599 
$1,600 - $1,699 
$1,700 and over 



Pupils ^ . 

/ 

19,432 
104,988 
322,141 
635,597 
372,211 
262,500 
184.997 

27,889 

61.399 

16,367 
0 

16,340 
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Figure 1: Frequency Histogram — 

Pupils by District Expenditures 1977-»70 
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Instructional Support Expenditures per Pupil 

(Interval mid-points indicated) 



39 



er|c 



4 . 



31 ^ 



While the Kistograra indicates a large number of pupils in districts 
spending between $900 and $1^000 per pupil for instruction and instructional 
support, the data clearly reflect an absence of equality in the distribution 
of noncategorical instructional and instructional support expenditures across 
school districts in Michigan. 

In view of the low correlation coefficient observed between this measure 
of schdol district expenditures and district SEV for the 469 K through 12 
districts below $50,000 SEV per pupil . (.07), the variation in expenditures 
cannot be attributed to disparities in school dis^ict^ property wealth* 
Rather, the variance in expenditures stems from variance in district joillage 
rates which reflect, in turn, variation dn the . supply of and demand for edu* 
cation across the districts. (The identification of the causal factors 
behind these supply and demand conditions is a complex matter and will be 
taken up in a subsequent working paper •) 

A corresponding lack of equality is evident with regard to the distribu- 
tion of general state and local revenue across school districts in Michigan: 
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TABLE 3a 



Frequency Table; Pupils by Level of 
State aad Local General Revenue, FY 77-78 



State and Local General Pupils 

Within Interval 



17 » 757 
'95»812; 
271»644 ' 
610 » 352 
361»825 
339,317 
176.212 
' 38,396 
17. '582 
10,825 
84,139 
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PUPILS 
WITHIN 
INTERVAL 



Figure 2: Frequency Histogram-- PupHs 
By District ReveniSe, FY 77-78 




<l^a /on iisb iiA> >4n lii^ iw» iTfo (isa>^fMt 



State and Local General Rev. PP 
(Interval nid^polnta' Ind^ated) 



Aa the frequency table and histogram indicate, the distribution of state 

iote< 



and local g^eral revenue is quite unequal across the districts, Ab noted 



abQve^ variation iftythe aiaount of such revenue among districts below $511,000 
SEV is 'solely due to variation ill millage rates,, while variation in revenue 
for districts over $50^000 is due to variation in ^both millage and SEV.* 

In sum, the data clearly indicate? a lack of equality in distribution of 
general revenue and instructional expenditures across school districts ^ 
Michigan* Moreover, any significant reduction of this , inequality would ^appear 
to require indreased atate control regarding the support of public $;ducation« 



*The frequency tables and bistograms are based upon data for all 577 school 
districts In Michigan. ogL 
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3* Excellence — The concept of excellence would apply to an educational 
system In which each local unit is endowed with at leagt a prescribed level 
of resources constituting an educational program of recognized quality. In 

■V 

addition, each school district would have the opportunity to go beyond, this 

prescribed level. Thus, a floor would be imposed below some measure (s) of 

program quality but no ceiling would be placed above. 

This concept, therefore, is clearly distinguishable from both equity and 

equality. In the first plac6, excellence does not necessarily imply that a 

i 

local school district's level df resources is independent of its wealth nor 

does it imply euqal revenue levels across districts. Some idea of a resource 

/ ■ . - 

distribution which would satisfy this criterion cap be gained from inspection 
of the histogram of school district expenditures presented above (Figure 1, 
page 29). As the' histogram shows, a large number of pupils fall within 
interval four, which corresponds to a per pupil expenditure level of between 
$900 and $1,000. If this expenditure level were adopted as a base level of 
resource adequacy and all districts required (by means of a constitutional 
amendment) to spend at least. $900 per pupil fgr noncategorical instructional 
and instructional support services with no maximum expenditure level specified, 
the distribution of ^uch expenditures could approximate the following? 
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Number 

of 
Pupils 




■ I ' I t ' ■ ' II I! UJ — LX-I L — 

h90 $tt»0* §l,t— $l,t99 $C4^>^9Uf^$l,T^ 0«trtr«TM 



Since all school districts would be at or above the prescribed $900 per pupil 
expenditure, th6 -system would conform to the model of exceli^ce, at least 
according to this single indicator, fiowever* ^he system would no^ necessarily 
conform to the concept of equity and would clearly not conform to the concept 
of " equality. ' 
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V. Suaanary and Concltislons 

\ 

This paper has examined the distributions of general (i.e., noncategorical) 
revenues and instructional expenditures across school districts in Michigan 
and has evaluated these distributions in terms of three norms: equity, equality 
and excellence. An earlier paper (Working Paper #1) provided a similar analysis 
of the distribution of instructional staff across diatrifets . Since both papers 
are parts of a"' single analysis of Michigan- school finance, this section will 
address the* findings of both. 

A. Equity (Fiscal Neutrality) ~ A system of school finance confonas 
to the con^cept of equity if the system effects a distribution of educational 
resources (e.g., ^taff or revenue) which depends solely upon local district 
tax effort and not^ upon local district wealth. Equal district tax effort 
generates equal educational resources. Our analysis of this issue and review 
of related studies has revealed the following: 

(1) Michigan has achieved virtually complete equity in the distribution 
of general revenues and expenditures across school districts below $50,000 SEV 



per pupil. (These are districts having property tax ba^es which are sufficiently 
Iw for them to receive general membership aidO These /districts account for 
nearl^ 92 percent of the pypils in Michigan public schools, . 

(2) The distribution of noncategorically-funded instructional staff is 

^ 

similarly equitable acros's this same group of school districts. 

■* •■ ' ■ . 

(3) If the inequity associated with out-of'-formula districts is thought 

to be a problem, 'then consideration should be given either to substantially 
raising the guarantee level or to a mechanism, commonly known as recapture, 
which would reduce the amount of categorical funds going to the out-of'-formula 
districts . 

« « ■ " *■ . 

• * - 45 
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\Bquallty — A system of school finance would confoma to the concept 
of equality if the system effects an equal or nearly equal distribution of 
resources actbss school districts » Our analysis and review of related ^studies 
has revealed the following: 

< 

(1) Equality has not been achieved in Michigan — a substantial variation 
exists across school districts with regard to the distribution of general, 
revenue, general instructional expenditures and noncategorically-f unded ^ 
instructional staff. 

(2) It is doubtful whether the present system will narrow the distribu- 
tion of either dollar resources or staff. Indeed, the present system may not 
have been designed to accomplish that end. If it is thought to be desirable 
to have close to equal expenditures per pupil or close to equal staff ratios/ 
airong school districts ija the state, then there must be a major change in the 
system of funding. This would probably require a constitutional amendment 
establishing minimum and maximum millage rates for local district?. In addi- 
tion, statutory restrictions would probably have to be placed on the use of 
funds* , 

\ C. Excellence — A sthool finance system would achieve excellence if 
each school district is provided with at least a prescribed level of tesoufces 

% 

constitQting an educational program of recognized quality. In addition, 

I 

districts would >ave the opportunity to go beyond thj.s prescribed level. 

^ Although our analysis has not attempted to specify such a prescribed - • 
level of educational program quality, we have addressed the educational 

r t 

resources of the state ^ a whole. We have found; ^ 

, (1) Expenditure levels have been increasing, and increasing faster 
than inflaticte?" . . ' 
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(2) Staffing ratios have, been increasing, both becausfe there has been 
an increase in total staff and because of declining enrollments. ' 

(3) Even though no minimum level has been established for either expendi- 
tures QT staff adequacy raMos, achievement of such a goal would require a 
majot reform, probably .necessitating constituitonal amendment. 

D. Ot'^her Findings . . 

Preliminary, analysis^ indicates the absence of a relationship between 
school district exp^enditures and school district staffing levels. This is due 
primarily to cost/ differentials, particularly staff salaries. In other words, 
the school districts with relatively high expenditures may not enjoy superior 
staffing levels because their staff salaries and other costs (e.g., benefit 
costs) are also. relatively high. On the other hand, a Ipw expenditure district 
may have favorable staffing levels because salaries and other staffing costs 

$re also low, jmj 

This Issue of educational resource cost dif ferent^rtfls will be a major 

cus of Working -Paper #3. • 
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APPENDIX 



THE MEMBERSHIP AID FORMULA; PER-PUPIL COMPUTATIONS 

1967- 68 ($12,727 SEVpp or more) . $294.52. minus (SEVpp x 5.28 mills) 

(less than $12,727 SEVpp) $427.87, minus (SEVpp x 15-75 mills) 

1968- 69 * ($21,000 SEVpp or more) $348.00 minus (SEVpp x 7 mills) 

(12,737 to $20,000.00 SEVpp) $326.75, minum (SEVpp x 5.86 mills) 
($9,920 to $12,736.99 SEVpp) $474.75, minus (SEVpKx 17.48 mills) 
(less than $9,920 SEVpp) $499,75, minus (SEVpp x^ 20 mills) 

1969- 70 ($12,864 SEVpp or more) $408.00 minus (SEVpp x 9 mills) 

(less than. $12,864 SEVpp) $549.50, minus (SEVpp x 20 mills) 

1970- 71 ($15,500 SEVpp or more) $530.50, minus (SEVpp x 14 mills) 

• (less than ^15, 500 SEVpp) $623.50. minus (SEVpp x 20 mills) " 




1971-72 ($17,000 SBVpp or more) $559.50, minus (SEVpp x 14 mills) 

(less than $17,000 SEVpp) $661.50, minus (SEVpp x 20 mills) 



1972-73 . ($17,750 SEVpp or more) $644.00 minus (SEVpp x 16 mills) 

(less than $17,750 SEVpp) " ' $715.00 minus (SEVpp x 20 mills) 



1973- 


74 


($38,000 


minus 


SEVpp) 

> 


X 


(mills levied up to 22) 




1974- 


75 


($39,000 


minus 


SEVpp) 


X 


(mills levied up to 25) 




1975- 


76 


($42,400 


minus 


SEVpp) 


X 


(mills levied up to 20), 


plus 






($38,250 


minus 


SEVpp) 


X 


(mills levied from 20 to 


27) 


1976- 


77 


($43,900 


minus 


SEVpp) 


X 


(mills levied up to 20), 


plus 






($39,600 


minus 


SEVpp) • 


X 


(mills levied from 20 to 


28) 


1977- 


■78 


($40,000 


minus 


SEVpp) 


X 


(mills levied up to 30), 


plus 


1978- 


79 


($40,000 


minus 


SEVpp) 


X 


(mills levied up to 30), 


plus 



for under $40.000 SEVpp districts only . ($40,000* minus SEVpp) x . 
(permissible millage over 30) 

Permissible millage over 30 - (laills authorized over, 30) x (SEVpp) 

- - ' , $40,000 

1979-80 ($43,000 minus SEVpp) x (mills levied up to 30 and one-half the mills 

over 30) , plus $325 . , ' . \ 

> 

(Source: Education Section, Office of the Speaker, Michigan House of Representative j) 
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, APPENDIX (continued). *' 



* > 



As indic^d above, th^ "Equal yield" formula was instituted in 1973-74, 
^^lacl^ig^he Strayer-Haig or •'dedu^tible-millage'' formula of previous years. 
SiJte that^igie, ^^^o^incipal modifications have been made to the proposal. 
Fiscsfe,;:^ uniform guarantee level was replaced 'in 1975-76 by a two-tiered ^ 
foni^ula>which lifS^ded for a"*Iower guarantee level for each mill over 20 mills. 

change was i^ntended to provide a disincentive for school districts to levy 
high millages Ld thereby Reduce the "millage gap" in Michigan — that is, tfie 
disparity in millage^'^rates be t«reen- high- j and low-mil lage. districts. As indi- 
; cated in Table VI, aboveV however, thif raodiTication failed to reduce' the gap. 
In facO, the gap increased in 1976-7? ,^ 

The general membership fo"tmula was modified somewhat for the 1977-78 
fiscial year through the introduction of a base amount in the state guarantee. 
This base per pupil payment had theSeffect of making each ^additional mill of 
operating tax levied by a district worth progressively less In state member- 
ship aid. This feature was retain^ in' the formula in subsequent years and 
its effect upon school aid guarantee levels in FY 79-80 la discussed at letigth 
-in Section I, above. ^ ' - v ^ 

In 1978-79. the membership formula was modified through the Introduction 
of i "ro^Llback" feature, whereby districts levying more than 30 mills for 
school operations would receive formula reimbursement for over-30 millage 
only if they translated the additional aid into property tax relief. This 
feature was dropped from the general membership formula in 1979-80. 
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